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CHarrir 
RESPONSIBILITIES OF THS COMFTROLL&R 


introduction | 

The Hoover Commissions task Force on National se- 
curity Organization rerorted late in 1,48 that it had found 
(a) wide disimilarity emons the three services in budeet- 
ary orranization and (b) lack of reasonable uniformity in 
bud@etary accountings, terminolofy and classification, 
making valid comparisons impossible, "1 

Conrress, prompted by the Hoover Comnission Report, 
anended The National Security Act of 191:7 by Fublic Law 216 
and added Title 1V for the promotion of economy and ef- 
meerency throuch the establishment of uniform budgetary 
ome tiscal procedures and organizations, Tis amendment, 
among other thinss, established in the Department of Defense 
and in each Military Department, a Comntroller, who had 
meeponsibility for the following duties subject to the 
Menor ty of their particular secretaries: 


(ob) The Comptroller shall advise and assist the 
secretary of Defense in verformine such budvetary and 





1. ‘fhe Committee on The National Security Or-ani- 
zation of the Commission on Organization of the -xecutive 
Branch of the Government, Committee on The Nat‘onal -e- 
@meity Orftanization, (Washington, 1949) 71-72. 
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2. 


fiscal functions as may be required to carry out the 
powers conferred upon the Secretary of Defense by this 
@cet, includine but not limited to those specified in 
this subsection. Subject to the authority, direction 
and control of the Secretary of Jefense, the Comptroller 
shall-- 


(1) supervise and direct the »reraration of 
the budzet ectimates of the Department of Defense; and 


(2) establish and surervise the execution of-- 


(A) rrincirles, rolicies and »rocedures 
TO be followed in connection with orranizational and 
administrative matters relatince to-- 


(i) the preparation and execution 
of the budgets, 
(41) fiscal, cost, operating and 
capital property accountinr, 
(411) progress and statistical re- 
porting, 
(iv) internal audit, and 


(B) policies and procedures relatine to the 
expenditure and collecticn of funds adninistered by the 
Department of Defense, "1 

The Law further caused to be established in each 
Military Department, Comptroller Orvanizations similar in 
Operational structure to the Office of the Comptroller of 
the Department of Defense who trould be responsible to and 
subject to the authority of the resrective de-artmental 
secretaries for: 

All budFeting, acco'nting, profress and statisti- 

cal reporting and internal avvit in their respective 


departments and for the administrative orsanization 
structure and manaverial procedures relating thereto. 





1, Public Law 216, Section /:01, approved -wguct 
10, 19/19. 


2. Toma. ection 02. 








Fi 

In imelementine the snrovisions of section O02 the 
broad rolicies relatine to the resconsibilities that are 
inherent in Kavy Commtrollers has been set forth in the 
Shorter of the Comptroller of the Navy. 

The misaion of the Comptroller of the Navy under 
the authority of the Secretary of the Navy, is to 
formulate nrincirles and policies and to prescribe 
procedures in the areas of budzet, fiscal, account- 
ine, aucit and prorress and statistical reporting 
throuchout the Department of the Navy to the end 
that their use will result in meetine the operating 
and planninz requirements of management with ef- 
ficiency and economy. 

It should not be inferred that the Navy Comrtroller 

@s personally responsible for control of operations. The 
Comptroller in a staff orzmanization provides the basis for 
such control through the develooment, coordination, inte- 
gration, analysis and intersretation of control informa- 
mon, it is an examination of some of the various control 
methods and techniques relating to the Comptrollers re- 
sponsibility in the field of bud:eting that I have attempted 
@orset forth in the followins pares. 

Fiscal controls are exercised throw h a variety of 
forms. some are throu h annortionnents, anvropriation, 
allotments, accounts and audits. Controls may be analyzed 
in various terms such as who exercises control: for what 
moepose,or why is the control exerted; and what is controllrd, 
in the federal tovermnent several officials and avencies 


1, Devartment of the Navy, Office of the Comnmtroller, 
Current Charter of the Comptroller of the Navy, Aurust 26, 
iene, 








in 
play an important part in controlling expenditures; the 
Congress, the Fresident, as«isted by the Bureau of the 
Budset, the heads of Denartments and Bureaus, and the 
General Accounting Office. These officials exercise con- 
trol to insure that rrescribed nolicies are being observ- 
ed; to achieve wise, economical and effective use of funds 
mena to insure the legality, accuracy and regularity of 
Pascal transactions. 
BUDGETARY CONTROL 

In discussing the budceet and attitudes towards its 
control it might be well to draw a distinction between the 
two terms, budzet and budcet control, which mi:ht not be 
Gvadcent. A budget by itself is a statement in financial 
terms of projected or expected operations of an account- 
ing entity for a given period.l Bud¢etary Control is 
much more, It involves careful planning and management 
of all the varied functions of an enterrrise. 

Budretary control assumes a senuine desire on the 
rart of the entire organization from the tor manare- 
ment down throu h the various @dministrative levels) 
to keep as close to the estimated bud«etary figure 
as possible, to accept resconsibility for variances, 
to check actual performance against the plans, and 
in every other respect to use the budret as a pgal 
@uide to reach the vreviously established «oal, 


The advantage’ of budmetary control as imrle- 


mented by stron# executive vlanning and coordination, both 





1. Office of Assistant Secretary of Defense, 
Glossary of Terms Used in Comrtroller uctivities, January 25, 
1952, p19. 





@. John H, Macdonald, Practical Budret [rocedure, 
(rrentice-Hall, Inc., 1939),2 





Bie 


in accounting procedures and reporting techniques may be 





summarized as follows: 

shy Eromotion of efficiency; preventing waste by 
regulating the spending of money for a definite pur- 
wose and in accordance with legal arpropriations. 

2. Responsibility is placed with functions. 

4, Coordination is achiewed in an organization 
by compelling all departments to work towards the 
attainment of a common goal. 

lh. Yardstick by which manacement may be fore- 
warned of dunzerous or favorable trends since it indi- 
cates the variance between estimates and actual results 
Realized. 

5. it compels management to study its end products, 
methods and service and obtain the most,economical 
use of labor, material and expense. 

6. It is a test of the ability of managenent to 
make things happen in accordance with a well ordered 
pillan. 

{. it compels nanamement to fortify itself with 
adequate accounting, cost accounting and financial 
records and reports. 

Budgetary control is not the final answer to better 
Menmagement. it is very useful but is subject to certain 
limitations. Those who consider the use of bud-etary con- 
trol Should have a realization of its shortconings and 


failures, as well as its advantaces. One of the orimary 














Gi 
facts to consider is that first, any budcet nolan neces- 
sarily depends uson estimates. To the extent that the 
estimates uoon which it is based are founded on all avail- 
able facts and sound reasoning the budret is a reliable and 
useful cuide. Forecasting is however, not an exact science 
althouth studies relatine to standards have accomolished 
a freat deal. There is still much to be done in this field. 
The trend of undeterminite social factors and variable eco- 
Memie conditions play an imnortant rart in the accomplish- 
ment of objectives. It is difficult and at times imrossible 
to forecast even the directions of these trends and re- 
actions to them, The strength or weakness of the bud-et 
derencs to a larze extent unon the accuracy with which these 
mactors were estimated, 

Budsetary control is a valuable device for «=lanning 
and controlling orerations but it will not take the olace 
of ood mana-ement. The budzet is only a tool of the 
skilled executive. as has frequently been said, "It can 
voint out the course but it cannot steer the shiv." In 
times of extreme stress and uncertainty it must be some- 
times temnorarily disrerarded, Bud~etary control is a use- 


ful tool for the ~erfection of manacerial technique.- 





i Eenst Gu@enest, Budmet Control; that it Does and 
How to Do It, (New York, 1925), -5. 











CHALTER 11 
ADMINISTRATIVE M:iTHODS OF CONTROL 


ACCOUNTING 

In 1921 by the Budseting and Accounting Act the 
machinery was laid for a coordinated financial program 
for the Federal Government through the establishment of 
une Bureau of the Budfet., the tremendous growth of the 
National Budret and varticularly the Budeet of the Derart- 
ment of Defense in the past decade has awakened Con-ress 
bo the need for firmer): financial controls, This has been 
evidenced by a continuin= mass of lecislation aimed not 
only at vcromotine "Hfficiency and Economy" in our \rovern- 
ment but also an attempt by.Congress to further control 
the budiret. The major portion of this lezislation has been 
enacted because of the strons recommendations of the Hoover 
Coramittee for reor*anization of covernment. 
"verha>s no instrument of modern mana-enent is more 
Powerful or more pretentious than fiscal control and public 
Dudzeting and at the same time venuinely related to the 


comnon welfare, "1 


— a. 








1. albert Levowsky, Administration, (New York, 
Alfred A. Knopf, 19:9), !:90. 
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The financial operations of government afencies 
must be controlled even more vigorously than those of 
rrivate business, Maintenance of financial integrity 
affects the confidence of the nation in itself and the 
moral standards of all the vreople. The failure of such 
intecrity in yrrivate business affects the »nocketbooks and 
Sslackens the morals of a few, but its failure in cublic 
business affects the morals of all. In this way the opner- 
ations of a Comptrollers Orvanization within the Navy es- 
tablishment affects all other administrative problems, 
"Policies and methods in the handline of rovernmental funds 
must be clearly defined and resvonsibilities firmly fixed, "1 

It is a recornized fact that in accomplishines the 
above we find that complicated cystems of checks and 
balances employed in financial controls tend towards in- 
efficiency. One of the primary stens then in promoting 
economy lies in the continued imorovement of the methods 
Or accountine, 

Government accountin= not only attemots to “rovide 
a system of fixin= responsibility on the handline of funds 
but also serves as an indispensavle "tool of manarement” 
in the day to day handline of administrative affairs. This 
fact was recocnized by the Comotroller General and was re- 
iterated in broad terms in a letter to e111 derartiuents and 


arencies on October 20, 19/9, 








aks Revort to the Contress by the Cormission on 
Orsanization of the Executive Branch of the Governnent, Feb 
ruary. 191.9. 
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e « e contemplates the full development of 
sound accounting within each aeency as a working 
arm of management in terms of financial informa- 
tion and control. at the same time it invisions 
an intesrated pattern of accounting and financial 
reporting for the government™as a whole, resronsive 
to executive and lecislative needs. Balanced 
recozsnition will be given to the need for a flex- 
ible basis for accounting cevelopment with 
agencies in the light of the varying types of 
operations and manasement problens and to over- 
ail fiseal reperting amd responsibilities. 


The Comptroller General further states: 
I wish to deal with the concert of my resronsi- 
bilittes in the prescribing of accounting systems. 
I believe this function should be exercised so as 
to crovide all rossible encouragement to the 
agencies to exercise their own initiative and 
resgonsibilaty in the solution of their accounting 
function. In line with this, it will be my ob- 
jective as the rrogram mrogresses to prescribe re- 
qu@rements lampely in terms of standards, princizples 
and basic forms, crocedures and terminology. 
Conrressional concern over the contrs] and use of 
funds has influenced it considerably in the attention it 
pays to the accounting systems of individual agencies. 
The head of each azency is resronsible under Law for the 
acccunting methods followed within his organization. 
Section 409 of the Budget and accountine Act of 
June 10, 1921 provides ... "The Comptroller General shall 
prescribe the forms, systems and rrocedure for administra- 
tive appropriation and fund accountin’ in the several de- 
rartments and establishments and for the Administrative 


examination of fiscal officers accounts and claims acainst 


the United States," j 


TS a A ser pre 


ieee .5.C., Bection 19. 





BOF 

Costs of anrroved vrotrams are more liable to be 
keot within leval as well as aduinistratively imrosed 
fomits if the individual in charge of each activity is 
meme resconsible for the costs incurred in it. Accounting 
furnishes a framework which can be fitted to assionments 
of res! onsibility by management. At the same time it 
supplies a basis of reporting as one elenent by which the 
success of an operation can be judzed. "Decisions revard- 
ine future operations are made with ~reater confidence and 
accuracy by Consress and Management where it can be demon- 
strated ough accountins results that past verformance 
has been consistant and within established financial limits. "1 

To be of current and maximum use however, account- 
‘nz resuits should be transmitted to management through a 
@rompt reporting system. The lar-er an orcanization becomes, 
the more difficult the problem of the control and the use | 
of various methocs of reportins becoes. 

One of the most noteworthy improvements in the con- 
trol of the Federal Budcet ocumment was the introduction 
of a revised functional classification of expenditures and 
appropriations in the budvet for fiscal 1948. By sroupine 
tovether items that were functionally related, recardless 
of tne agency responsible, the functional classification 


erovided the Consress and the »rublic with a useful summary 





1. Comptroller General of the United States, "The 
Contribution of Accountine to Better Manacement", au-ust 15, 


52. 











an. 
of what the Government was doine or expected to do, and 
in general, focused upon the ultimate purposes that the 
Government prorrams were desizned to serve. 

Budwet expenditures are now claszified under 
twelve main cateprories: National Defense, Veter- 
an's Services and Benefits, International affairs 
and Finance, Social VJelfare, Health and Security, 
Housing and Community Facilities, Education and 
General Research, Agriculture and Agricultural 
Resources, Natural Resovrces not rrimarily 
A-ricultural resources, Transportation and Com- 
munication, Finance, Commerce and Industry, 

Labor and General Governnent.t 

Authorization and Arvropriation 

Consressional opinions are varied as to what ood 
Pae present budget and refulations overning it are in the 
actual control of exrenditures. Yor this reason they rely 
tO a great extent unon the basic legislation authorizing 
@ Bovernment program or commitment and are becoming more 
careful of the wording in such legislation. s#rnest 
Griffith says, "The real feeling of Conrress.is expressed 
in the avvropriation process."© «Another writer says, 
"The control of the apvropriation process except for pri- 


vate bill rests in the hands of the Committee on avvropria- 


tions, "2 





——— 





1. Georse B. Galloway, The Lecislative lrocess 
in Concress, (Thomas Y. Crowell Company, New York, 1953), 97. 





e. wrnest S, Griffith, Congress, Its Contemrorary 
Role, (New York University :ress), 81. 


5. Wemoway, or. cit., 97. 





Lz. 

Currently there are nine (9) different tinds of 
budset authorizations that may be granted: 

1, Ordinary cur@ent appropriations including 

one year, multiple year and no year appropriations, 

2. annual indefinite appororriations. 

4. rermanent appropriations; definite and in- 

definite. 

1. Contract authorizations, which confer author- 

ity to enter into contracts and incur other obli- 


gations in advance of an aorropriation; current 





and rermanent,. 

5S. aApnprovriations to liquidate contract author- 
izations. 

6, authorizations to exnend from public debt 
receipts, 

7.  Reappropriations. 

8, Reauthorizations of contract authority. 

9. Reauthorization to exnend from public debt 

receipes, 

Ww. , Willoushby in discussins the subject of rerma- 
nent aorropriations said, "It is alleged that the existance 
of permanent and indefinite anppro-riations complicates the 
problem of determinine the needs of the Federal Government, 


introduces elements of uncertainty in determining the total 


funds voted for the supvort of ‘overnment and impairs the 














. 
powers of Conrress in the direction and control of spend- 
ing serviced. 

In his history of the efforts of Convress to con- 
trol exvenditures, Lucius D, wilmerding remarked while 
Giscuscin= the increasine specification of apporrriations 
from 1789 to 19.1, "By permitting transfers between arnropri- 
ations, by authorizing the use of denartmental receints 
Without limitation of amount .. . Contress has at various 
times and in varyine dezree loosened its control over the 
separate avpropriations."2 To illustrate the truism of the 
‘Ooint today in the Budget period 1950-51 the carry-over in 
Navy appropriations was two-billion: from 1951-52, eicvht- 
billion; from 1952-53, fifteen-billion; and from 1953-5), 
an estimated seventeen-billion. 

Jilmerding described the efforts of Con-ress to 
compel conpliance with the laws makin= srecific anorropria- 
tions as "self defeatine" and concluded that "the attem-ts 
of Con*ress to arm itself with the machinery of retro- 
spective control have altorether miscarried." 

feencies, by minzling appropriations, by brinvine 
forward the anticirated balance? of future anpropriations 
by incurring coercive deficiencies and by other methods 
have taken, not always with warrant of law, a »rovwer ‘nore 


Sreless limited to vary the ap ™ropriations directed by Congress, 


1. «4. F. W'llouvhby, The National Budset Systen, 
With Sucvestions For Its Improvement, (Johns Hovkins Univ- 
ersity -ress, 1927), as 


2. lucius Wilmerdine, Jr., the Srending rower, 
(Yale University ress, 1943), 193-195. 
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The appropriation structure not only afi'ects the 
“resentation of the budzet estimates but runs to the root 
of manarement and fiscal responsibilty. Derartmental 
mana~ement is made more comolicated and fiscal resronsi- 
bility is further diffused wnen sinzle bureaus and their 
Varied procrams and functions are financed from many 
separate appropr‘ations. 

Further criticisms of the Federal Bud-et as it 
stands today were illustrated oy #dward C, Banfield. 
"Coneress sees the budget as an instrument for exerting 
manaverial control over the executive." Banfield conceives 
of the Feceral Budret not as an instrument of lerislative 
Control or of executive mana-ement, but nrimarily an in- 
strument of national rlannin~. "The orimary purcose of 
bud~etine ourht to be to achieve the most desirable allo- 
cation of funds amonc alternative uses, and over time, in 
such a manner that each dollar w'1l make the createst re- 
turns in terms of controllins s-ecial purreses,"1 

Additional emrhasis on the implementinz and develor- 
ing of saferuards to restrict the freedom of derartments 
in the execution of their respective budzets is beinst con- 
timiously voiced, 

ee 2 omovemm the finameial controls. .., leaving 


the executive free to do as it wills in its stend- 
ing actions. It is a control, the exercise of 








: 1. Edward C, Banfield, "Consress and The Bud-et, 
A “lanners Criticism," American folitical Science Review, 
December, 1949, §.1217-15, 











i. 

which should be jealously suarded and any further 

encroachments upon it----either by making actions 

of the srendin= agencies with rerard to financial 

matters Tinal and conclusive or by curtailing jn- 

decendent audit and control powers----should be 

vicorously attacked and beaten backt 

Apportionment 

The Conzress has lonz been interested in seein: 
baat agencies so spend their arpropriations as not to incur 
deficits, Various actions have been talen both by the 
Consress and ‘residents to achieve this end. These have 
finally resulted in a system of avportionine a»propriations. 
This syste1 requires the spendins arencies to submit to the 
Bureau of the Budctet for its avproval tneir requests for 
Guerterly apportionmsnts of their aprropriations. Any 
revisions in the orisinal apportionments require supple- 
mentary forms to be submitted to the Bureau for acc:roval, 
a corny of tre arportionment and any revisions coes to the 
Treasury for its information. Each month the srendine 
mmeencies are required to report on the statue of their 
Seeropriations includinme obligations and balances, it is 
at this point that considerable doubt arises as to whetner 
Or not the Treasury or the Bud-et Bureau have any direct 
check or control over what amencies choose to report, 

An Ancortionment as defined by Bud et-Treasury 


Regulation No. 1 is "a determination by the Director of the 


Bureau of the Budset as to the amount of obligations which 








1. House Re ort Number 111, Gist. Canvress, lst. 


Session 191.9, The General Accountine Office: A Study of Its 


Ponctions, 2°. 











ee, 
may be incurred under an appropriation or contract author- 
ization during a specified period," 

One of the first lecislative acts imvosed by Conrress 
to control or check the abuse of over-expenditure of cer- 
tain funds was passed in 1906 and termed the anti-deficiency 
mee, Notvonly did it make provisions for limiting the ex- 
penditure of funds but it also prohibited waiver or modi- 
fication of these apvortionments except "under the ha»ren- 
ing of some extraordinary emersency or unusual circumstance," 
The authority to waive or modify acvortionnents was vested 
in the heads of executive derartments and a fine and im- 
prisonment clause was ;rovided for violators. 

It was not until 1944 under the direction of lxecu- 
tive Order 6166 that the vower of makine, waivinc or modi- 
fyin: avrortionments of aporopriations was transferred from 
Aeency Heads to the Director of the Bureau of the Budret. 

The coverace of the anrnrortionment system has been 
increased with the vrassarce of Executive Order “512 dated 
13 Ausust 19):0 and the Federal iimployees Pay Act of 19/15, 
Bud et-Treasury Re~ulation No. 1 as revised September, 1953 
is the current leral document on the Federal avvortionment 
System, 

All current appropriations, apnororriations of wvrior 
years containin« balances available for further oblication 
and administrative exnense limitations of -overnment corvo- 
rations are anportioned. kevolvine funds, srecial deposits 
anc appropriations for certified claims, jud:ements and 


crivate relief acts are usually not arrortioned, 











Lik. 

#s related to budmetary control by agnortionment 
exercised by the derartmental heads and the Bureau of the 
Budeet, it has been comnented that the »resent system 
afforded each denartment head the "onrortunity of controlling 
the financial operations of his decartment."” It has also 
been observed that it afforded the Bureau of the Bud et 
the "on -ortunity of observine how the financial o-erations 
of the entire federal service are administered." 

Con-ressional concern has been evidenced in the 
Past few vears over the anparent disrecard and lack of com- 
pliance with the svirit of the anti-Deficiency Bill. as 
bee Bureau of the Budget control is exercised maifily throuch 
the power of the voresident to fornulate the budzet for 
Consress and his power of a>nointments, Congress feels that 
2t should have more control over the apvortionment system. 
In 191.7 in its re~ort on the Second Deficiency Accrooria- 
tions Bill, the House avpropriations Committee commented, 
"the committee expects to require its staff to examine 
aprortionments as soon as anproved for the fiscal year 19); 
with a view to determining at that point and informin!, the 
com:ittee of any variations from the leval requirements 
and as to indicated deficiencies," 

Current Developments 

Consressional control extends not only in the 
avvcropriation process but also in the investi”ative methods 
of certain con*ressional comnittees and the Generel account- 


ine office. Section 206 of the Lerislative Reor-anization 
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16. 
Act of 1916 directs the Comotroller General to make an ex- 
renditure analysis of each a-ency in the executive branch 
of the Government (including tovernment Cor»vorations) which 
in his oninion will enable Consress to determine whether 
sublic funds have been economically and efficiently ad- 
ministered and to report the results of his findinss to 
Conzress, 

The Conzressional Investicatinz Committees are an 
attempt by Con-ress to retain control of funds. They have 
had their crowth larvely as a result of the concern of 
Conzress over the disvarity between avvcrovriations and 
actual exvenditures. as far as the control of Concress 
over specific items is concerned the imvortant thing is 
whether the obli ations to spend match the ao-rosriations 
and wnether these oblizations conform to the purposes for 
which the funds were requested. 

In more recent times certain other attemcts have 
been taken by Conrress to increase bud7etary control and 
imorove fiscal manavenent. One beins for the establishment 
of an omnibus or consolidated ome-vacka-e budcret (consoli- 
dated seneral aprrorriations bill) which sets a definite 
maximum limit on total funds to be obli ated for the fiscal 
year and provides for a review of previous obliv-ations made 
for the fiscal vear., This packare budmet proved unworkable 
and has been set aside indefinitely. another proposal 
called for the establishment of a Joint Conrrescional 


Committee on the bud:et that was to be aided by a nrofession- 
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al staff in studyine and evaluating the nature and costs 
of federal activities. This Joint Committee would have 
been a duplication of the work of the Bureau of the Budet 
and would have protracted budsetary procedure and made ulti- 
mete decisions more difficult. 

The performance type budret was an outcrowth of the 
Hoéver Commissions Report on Governmental Bud‘etins and 
Accowntins as a furtherine of the means of Con ressional 
Pinancial Control. ‘the way it has proved useful is exemrli- 
immed by the™fact that as a eens of te reduetvonmin the 
number of avcpronriations from forty-eicht under the old 
(1950) structure to twenty-one under the new (1°53) structure 
and especially the fact that the performance tyoe budzet is 
Gasea on programs rather than a comcination of objects, 
organization units and vrotrams as was formerly the case, 
buaset formulation, review and control have been made easier 
Hoth from the standvoint of accuracy of analysis and time 
involved. Fewer anrrorriations has reduced the number of 
required revorts and has rvermitted creater flexibility in 
the execution of provrams. It has permitted sreater de- 
Centralization of operations. By providine a means to main- 
tain procvram balance, the performance tyre bud-:et is an 
effective tool of manaz=ement. ‘The content, cost, conten- 
plated chanres and the prosress to date of any proctram can 
be get forth more clearly. stvaluation is made a rlan of 
action in terms of pro*sram components and what those con- 


monents might cost, 
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As part of the ~eneral improvement under the 
performance budret, the method of justifyine budset es- 
timates was chanced commencin’ with the fiscal year 1952 
budret. This chan e from a system whereby only bud: et in- 
creases and decreases from the base year were justified to 
a system wherin the full amount of each prorram is justi- 
fied throu~h workload data, standards and other criteria, 
was a substantial improvenent, 

The new a nrorriation structure has facilitated 
budset execution in that it has permitted bureaus and 
offices to mare financial decisions rapidly and authori- 
tatively. Due te the fact “hat proctrams are now financed 
so that fiscal mana ement parallels pro’ ram manazement re- 
Sponsibility,. The new bud-et is more meanincful and there- 
fore more controllable to the reviewer and vublic for the 
following reasons: (1) it tells what the ‘iervices will do, 
(2) it tells how much it will cost to do the rrovran, (3) 
it sim-lifies analysis and, (lt) the attention of mana”e- 
ment, the reviewint authorities and the vublic is direct- 


ed to purposes for which funds are requested. 





CHArTER 111 
FURTHER CONSIDERATIONS FOR BUD; ETsaRY CONTROL 


aUDIT 

The establishment of the Internal Audit function, 
under the direction of the Comptroller by Title 1V of the 
National Security Act of 19/19, placed additional responsi- 
bilities on him, yet at the same time implenented his over- 
ail manacement capabilities, This function was a new one 
to the Navy up to this time. A sound Internal Audit rro- 
fram provides better controlled, more accurate and re- 
liable fiscal data and reports for top manacement of the 
meaveal establishment. It facilitates the comvrilation of 
im-ortant financial data into meanineful form as required 
by the various top levels of manavement. Throuvh the 
Internal Aucit Procram, the Comptroller of the Navy and 
top bureau mana’enent is provided with indenendent an- 
eraisals of the accountine, financial and bud»etine onera- 
tions, it is a constructive force in the proper manace- 
ment of funds and property. 

Convressional attitudes towards the benefits to 
be derived by an Internal Audit Trosram in independent 
pmencies, vary. 


et 





ae 


True economies--cutting fat, not muscle--vould 
be best effected tnrouch a scrutiny of spvencing 
policies and processes before the budget is made ur, 
when the scrutiny comes afterward, it is too late,l 





One of the most difficult administrative oroblems 
connected with the de-centralization of larce orvaniza- 
tions is that of encourarinz a hivsh derree of initiative 
and resronsibility at the lower orerational levels while 
still maintainine a reasonable resemblance of over-all 
organization unity, consistancy and purvosefulness. 

The primary nur ose of internal audit investivxa- 
tions today as viewed by industry, is to determine whether 
mrover safecuards have been established by manacement at 
all oxerating levels, so that the or-anization will re- 
ceive full value for each dollar of exvense incurred, 
Internal Auditors are no lonser concerned basically with 
the financial accuracy of the amounts recorted in fi- 
nancial statements. The crowth or chante of functions of 
current Internal Auditors is in res>vonse to modifications 
of certain mana:ement needs. Of varticular importance 
are those that stem from the trend towards decentrali- 
zation and that of beinz able to ar raise the performance 
of personnel in the field. 

One of the most useful contributions of modern In- 
ternal Auditins is that it increases the amount of re- 


sponsibility that manazement at headquarters can safely 





1. Faul H. Douglas, Economy In The National Budget, 
(University of Chicazo Frees, 1952), lil. 
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delerate to field activities. 

rrom the standpoint of presenting an indevendent 
viewroint and utilizine overational experience the Inter- 
nal Audit Dervartment fulfills a valuable role. With 
svecialized skills not in the technical sense but in the 
nractical sense, that of lookinge for discrevancies that 
are related to other tyves of work, the advanta-e of in- 
Sights gained from observing the work habits of other crouns, 
an inderendent group that is able to help apnraise the 
activities of the many individual srouvs in manacement 
would *o far towards minimizing costs and maintaining con- 
sistency of action. 

The accectance of a modern Internal Audit frozcram 
derends a "reat deal on the success that manacement has 
had in develoning cost conciousness amouns the operation- 
al management levels, which inevitably imolies an active 
controllershin function. The success or failure of the 
auditine function in other words, is derendent ucon atli- 
tudes and relationship for which topo management in ‘:eneral, 
not just the Auditins De-artment, is resconsible. 

The ability of the Internal Audit De-artment to 
maze a distinctive contribution to manavenent is based on 
the followinc factors: 

(1) The Internal audit De-artment is able to cross 

all organizational bounds, both horizontally and verti- 
ool lyae 1c was the only@froup having a dwrect liason 


with ton menarement that can operate effectively at 
the lowest nanatement echelons. 
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(2) Accountin: and financial data offer internal 
auditors an exceptional opporcunity to analyze and 
avoraise the various operations of the company. 

(4) In any larce organization, there is always 
a need for continous appraisal from a fresh outside 
point of view for some catalytic avent., Otherwise, 
bureaucratic inertia is likely to develop, 

(1) The Audit Denvartment serves as an excellent 
training ground for promisinzs junior executives, and 
it enables them to contribdute tne creative, construc- 
tive enthusiasm so necessary to the success of modern 
Internal Audit Frogramns.1 

Budret Flexibility 
The Cometroller being responsible in no small way 
for bud et formulation and execution should have eae '’mow- 
ledee of the part flexibility »lays in its control. The 
bueset, if it ~ossess the voroper flexibility, will vrovide 
an important instrument in the control of operations and 
expenditures, frorrams for the future must be predicated 
uoon conditions which are expected to exist durin~ the 
Meriod under consideration. since fiscal currents shift 
quickly as a result of chanires in physical, political and 
social forces, the future of a pro-’ram can never be certain, 
~ faethe planning and control of orerétions some consideration 
must be siven to unexpected circumstances. The desree of 
flexibility which should be allowed in a pro°-ram cepends 
upon the objects of expenditure. For some purvoses flexi- 


bility is desirable; for others a niv-h decree of flexi- 


bility is required, Flexibility must always be limited 


1. William T. Jerome, 111, "Internal Auditing «As 
An sid To Manacement," Harvard Business Review, March, Avril, 
>>, Volume 51, Nwnber 2. 
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25. 
in accordance with the intent of the lecislature with re- 
spect to financial or other limitations which may nave 
been imrosed,. 

The execution of multi-year budzets which are the 
fiscal expression of lon ranre developmental vrocrams re- 
quire a hich desree of flexibility. Sven thouch the seneral 
outlines of a lon= ranve prozram remain unchanged, the de- 
tails will necessarily alter in accordance with the rate 
of completion of particular phases, with the availability 
Pe Materials for projects, or other economic chances. 

Various techniques have been used by Conress to 
insure that administrators have an adequate but not un- 
limited decree of flexibility in the execution of the bud- 
‘et. One of these is the use of lump-sum ancrrorriations 
rather than itemized appropriations for those areas of ex- 
penditures where variations are frequent, 

In some cases the conbination of lump-sum apvrorri- 
ation lends itself to use in a vrotram where some, but not 
all, of an aztencies procram is in doubt. 

The transfer of money from one ap’ ropriation to 
enother has been used to cive flexivility to administrators 
ma the execution of their budeets. The possibilities for 
aousineg this authority however, are ever present, and should 
be strictly controlled by the central budtet authority and 


related to the original intent of the lecislature, 
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Flexibility in budret execution can also be secured 
Gy the use of continzency funds erpropriated to the central 
administrative authority and available for use in accordance 
with unforseen vovernmental needs. 

The re-examination of tne machinery for bud-et ex- 
ecution should be a continuinzs responsibility of the budiet 
administrator. Over a period of years most systems tend 
to become inflexible, Very often, in establishinz safe- 
suerds to control the use of money, procedures have be- 
come cumbersome, This over-control has the effect of ham- 
pering and delaying the conduct of an arencies fiscal ad- 
ministration. 

Reporting 

Of no small imcortance in the exercise of adequate 
bud=etary control is the xevortine System in use. The 
financial expenditures of an organization must be reflected 
as a measure of accomplishment of various protran:., The 
prorram status mu:t be nade known to the executives who 
are responsible for its execution and wsanazement. Where 
there is failure, the cause must be ascertained, the re- 
sponsibility vlaced, and vromynt remedial action taven, "It 
is the function of oroper budcet reports to vresent this 
information. It is laryely through the medium of such re- 
ports that executive and adninistrative action is made 


Serective, "1 





1. J. Brooks Heckert, Business Budzeting and Control, 
(The Ronald Fress Comrany, New Yor’, 1916), 152. 
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The essential features of zood budset renorts are 
the same as those of manazerial reports, cenerally: 


(1) Revorts should be as clear and simmle as it 
is possible to make them, The essential faets @bhould 
be paramount, Technical lanzua:e should be avoided 


as far as possible. 


(2) Reports should contain only the essential in- 
formation. Superfluous information should be elimin- 


ated. 


(3) The scone of the revorts should be suited to 
the needs of the varticular executives who will use 
then. Summaries will suffice for executives at 


hischer echelons of authority. 


(1) Revorts should not contain just expenditures 
and operation listinss but rather relationshins, 
trends and siznals as to what items require attention. 
Rerorts should be of a nature to motivate action, 


(5) In many cases the reportine by "exception" 
princivle should be employed; that is, only out-of- 
the ordinary operations need be shown, 


(6) Revorts should be prerared and presented with 
extreme promptness, Recular revorts should have a 
Gefinite schedule. 


(7) Infornation on rerorts should be accurate and 
dependable, 


(°) The form of revorts should be suited to 
individual executive preference. Some prefer nurra- 
tive réports; others tabular, others eraphic charts.L 

Flanning and Control 
& 
In analyzing the resronsibilities of the Comotroller 
in plannins and control it is evident that efiective con- 
trol is impossible without sound procedures and or -aniza- 


tion structure. The Comrtroller should insure that there 


1. Heckert, The Analysis and Control of D’ stribution 
Costs, (The Ronald Fress Company, New York, 19110),331-335, 
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4s established throush top manarement a plan for the con- 
trol of operations. The objectives of management plannine 
and control as stated recently by T. F. Bradshaw were as 
follows: 
(qe) =BeHTine a pHROmiit goal. 


(2) Setting departmental coals which taken to- 
cether will achieve the profit «oal. 


(4) Measuring progress acainst those standards, 


(1) Making continuous adjustments to keep the 
Whole orvranization movins in balance towards the -oal.t 


In sovernment orsanizations the difficulty with the 
above objectives lies in the correct replacement of the 
profit goal with a function goal, It lies within the Comp- 
trollers svhere to correctly allocate expenses to this coal. 
The analysis and interpretation of financial exvenses is 
Memeicself a dafficult task but it is one of the most im- 
portant contributions that a Comntroller can male to mana e- 
ment. At best, it can be done as a staff function apart 
from the operations side of organization. It is the Comr- 
trollers responsibility to assenble financial and operating 
data, to conduct thoroush analysis and interpretation and 
to present manacement with a clear picture, the utiliza- 
teemeot Whichewill aid in plannine and control. A prover 
perspective of the over-all manatement picture and an ap- 


preciation of the over-all objectives is one of the vrime 


1. T. F. Bradshaw, "The vlace of The Comptroller in 
Managenent, Flannine= and Control," The Controller, October, 


1952, 498. 
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requisites for the comptrollership job. 

Hach department has its own vlan of operations, 
Under varyine sets of conditions and in many areas they 
conflict. A practical means must be found to resolve the 
conflicting interests inherent in interdenartmental clan- 
ning. But it must be stressed that no bud«etary standard 
meeworth anything if it is not responsibly accepted by the 
entire line structure of orctaniZation, reachin= to the tor 
executive level. 

Manarement prlannins and control has been called the 
process of achievinv a balance between accountin-, budvet- 
ime and basic rlanning in sudbport of the lone term object- 
ives of an orranization. The Comctroller is a key fisure 
in this »icture because it is throuczh him that the basic 
mOlicies of the accovntinge structure are formulated, rut 
into effect and enforced. He is in a rosition to control 
by means of the account structure the allocation of expendi- 
Pures as related to narticular programs or functions of 
activ’ ties, The corrdination of the bud-et schedule with 
the actual rerformance is an aid to nana-ement throurh 
which fields of corrective action may te nointed out to 
insure procrams are beins carried out. "The Controllers 
restonsibility becrins with the revortins of facts about 
actual overations and extends naturally to the assembling, 
summarizing and rerortins of oneratine nlans in the form 
of the budeet and to com-arisions with the reported results 


of other comranies and of industry in general, "+ 


ee iC 
. 1. .,. Bradshaw & C.C. Hull, Controllershin in 
odern Maenacenent, (Chicazo, Richard D., Dewan, ines, Lys) 1, 
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